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The World is Down, But Far From Out 
Welcome to our first Global Economics 
Weekly after the August break. We return to 
discuss the state of the world economy, our 
forecasts and our views on markets for the 
remainder of the year and beyond. During 
August, we saw unequivocal evidence of a 
significant slowdown in the US economy and, 
together with the already clear evidence of 
some earlier slowing in China, this has 
reawakened familiar fears for financial market 
participants. That said, we pinpoint here some 
key factors that should limit the downside for 
equities and other ‘risky’ assets.  

Although the US economy will probably 
struggle for a number of quarters, we still think 
that a full-blow recession is not the most likely 
outcome. Moreover, US financial conditions are 
more important than the US economy for the 
rest of the world, and so the US policy response 
to the US economy’s ongoing sub-trend 
performance is more important than the US 
economy itself. If the economy performs as we 
forecast, we would expect fresh steps from the 
Federal Reserve to ease financial conditions. 

In China, we expect further evidence of 
softening GDP growth but, in contrast to the 
US, this slowdown has been deliberately 
induced by tightening financial conditions. The 
evidence in recent weeks suggests that Beijing 
is moving to reverse these steps now that they 
have brought inflationary pressures under 
control. We forecast renewed strength in 
Chinese GDP growth in 2011, led by domestic 
demand.  

Against a background of reasonable valuations 
and rather high equity risk premia, we think 
that once markets realise that the US is not 
likely to enter a full-blown recession and that 
China is going to strengthen, equity markets 
and risky assets in general will rally.  
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GDP Growth: GS vs Consensus

GS Consensus* GS Consensus*
USA 0 -2.6 2.6 2.9 1.8 2.8

Japan -1.2 -5.2 2.7 3.2 1.3 1.5

Euroland 0.4 -4.1 1.5 1.2 2.2 1.4

UK -0.1 -4.9 1.7 1.5 2.9 2.0

Europe 0.6 -3.9 1.7 1.4 2.4 1.7
China 9.6 8.7 10.1 9.9 10.0 9.0

India 6.7 7.4 8.2 8.4 8.7 8.4

Brazil 5.1 -0.2 7.8 7.1 4.5 4.3

Russia 5.6 -7.9 5.3 5.1 6.1 4.7
BRICs 7.9 5.3 8.9 8.7 8.7 8.0
Advanced 
Economies

0.2 -3.1 2.6 2.7 2.3 2.4

World 2.7 -0.6 4.8 4.7 4.6 4.3
* Consensus Economics August 2010

Source: GS Global ECS Research
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The World is Down, But Far From Out 
Welcome to our first Global Economics Weekly since the 
August break. We return to discuss the state of the world 
economy, our forecasts and our views on markets for the 
remainder of the year and beyond. 

During August, we saw unequivocal evidence of a 
significant slowdown in the US economy, which—
together with the already clear evidence of some earlier 
slowing in China—has reawakened many familiar fears 
for financial market participants and observers. Given the 
dominant influence of both economies in the world 
during the past decade, it is unsurprising that the 
sustainability of the world recovery after the crisis is back 
at the forefront of market concerns. However, a number 
of key points should limit the downside for equities and 
other ‘risky’ assets. Indeed, at some stage before the end 
of the year, conditions should present themselves for a 
recovery of markets. These key points include: 

 The US economy will continue to struggle for a number 
of quarters, as we have thought all year. That said, we 
still think a full-blow recession is not the most likely 
outcome. We would estimate the probability of a fresh 
recession in the US at around 25%-30%. 

 US financial conditions are more important than the 
US economy for the rest of the world. We have found 
historically that a 100bp move in our US financial 
conditions index (FCI) generally leads to a 0.6% move 
in the rest of the world’s GDP. In this regard, the US 
policy response to the US economy’s ongoing sub-
trend performance is more important than the US 
economy itself. If the economy performs as we 
forecast, we would expect fresh steps from the Federal 
Reserve to ease financial conditions. Whether this 
comes as soon as the next FOMC meeting will depend 
on the data, as well as the ongoing debate within the 
Fed about the outlook. 

 In China, we expect further evidence of softening 
GDP growth but, in contrast to the US, this slowdown 
has been deliberately induced by tightening financial 
conditions. The evidence in recent weeks suggests that 
Beijing is moving to reverse these steps, now that they 
have brought inflationary pressures under control. 

 We expect renewed strength in Chinese GDP growth 
in 2011, led by domestic demand. We forecast 10% 
real GDP growth next year, after 10.1% in 2010. 

 While many other developed economies have 
struggled post crisis and face years of fiscal restraint, 
this is not the case for all of them. Indeed, one the 
surprises of the Summer has been the ongoing strength 
of Germany’s economy. Last week’s August Ifo 
business confidence index suggests ongoing 
momentum after strong Q2 GDP figures, and implies 
some upside risks to our (and consensus) forecasts. 

 In the rest of the world, a number of large emerging 
economies continue to perform well and, in many 
cases, any slowing is purely as a result of policy 
tightening, which should be easily reversible—unlike 
in some of their developed-country counterparts. 

 Against a background of reasonable valuations and 
rather high equity risk premia, we think that once 
markets realise that the US is not likely to enter a full-
blown recession and that China is going to strengthen, 
equity markets and risky assets in general will rally. 
Consistent moves will probably ensue in other 
markets, including foreign exchange. It could be some 
time before this clarity emerges, and we would not be 
surprised to see some further weakness in markets in 
coming weeks. 

 While this may be true for the US and some other 
developed markets, there appear to be signs that the 
Chinese market is starting to recover from its 
weakness earlier this year. We think this relative 
‘play’ is worth making in view of our relative GDP 
forecasts and market valuations.  

 In terms of bond markets, it is difficult to be especially 
bullish about government bonds in view of the current 
low yields. That said, it is far from clear that a sizeable 
decline is going to occur anytime soon, given that the 
US authorities are looking to engage in further forms 
of monetary stimulus and some other governments 
have a bias in the same direction. 

 On the foreign exchanges, while the Yen’s current 
level is now more than two standard deviations from 
our GSDEER ‘fair value’, its strength will likely 
persist until the Japanese authorities take strong steps 
to reverse it. For medium-term investors, this should 
be watched closely, as an interesting opportunity is 
likely to emerge. 

 As for the Euro, while ongoing fragilities in parts of 
the Euro-zone and aspects of EMU may unsettle the 
Euro, we still think these issues are containable 
compared with the more fundamental economic issues 
facing the US, and currently recommend that investors 
look to buy the Euro in the low 1.20s. 

Our Latest World GDP Forecasts 
During the Summer, we made a number of revisions to our 
GDP forecasts. The lowering of our US real GDP forecasts 
for the second half of this year is especially important, as 
we already appeared to be ‘below consensus’. Our latest 
forecasts for the world economy for this year and next can 
be seen in the table on the next page. 
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We continue to forecast real GDP growth of 4.8% for the 
world this year, and now expect growth of 4.6% for 2011. 
Our forecast for next year is 0.2% lower than it was at the 
start of the Summer, which reflects primarily the changes 
in the US (although we have also lowered our Japanese 
forecast and made modest adjustments elsewhere). Our 
detailed forecasts for all the economies we cover can be 
seen, as always, on ERWIN, which we recommend that 
clients follow at https://portal.gs.com/gs/portal/research/ 
econ/erwin/erwinforecasts. 

We still appear to be ‘above consensus’ for 2011 despite 
our stance on the US. In this regard, we remain in the 
‘decoupling’ camp, in so far as we believe that strong 
growth can persist in other parts of the world despite 
persistent sluggishness in the US. This is still largely due 
to our views on China. The Chinese economy has lost 
considerable momentum in recent months, observable 
from almost any variable that has been reported. Our 
proprietary indicator of real GDP momentum, the GSCA, 
shows the slowing clearly, and our leading indicator 
suggests that more slowing is likely.  

Nonetheless, it is important to remember that this slowing 
was a deliberate consequence of policy, as evidenced by 
the sharp tightening of financial conditions that occurred 
throughout the first half of 2010. In our judgement, these 
steps were justified: China’s policymakers needed to 
slow the momentum of the economy, as it was exhibiting 
signs of overheating and inflationary pressures were on 
the rise. Now that the economy has slowed and inflation 
has eased, policy would appear to have achieved its broad 
aims—for now. As a result, we think policy tightening is 
behind us and financial conditions should start to 
improve. Interestingly, as can be seen from our Chinese 
FCI, financial conditions have eased slightly since the 
beginning of July. 

Germany, The Surprise of Summer 
Last week, Germany published yet another stronger than 
expected data release with its August Ifo index. Alongside 
the monthly PMI series, we think the Ifo is a fairly reliable 
short-term lead indicator of both the German and the Euro-
zone economies. This better than expected indicator follows 
comparable favourable releases, including the much 

GDP Growth: GS vs Consensus

GS Consensus* GS Consensus*
USA 0 -2.6 2.6 2.9 1.8 2.8
Japan -1.2 -5.2 2.7 3.2 1.3 1.5

Euroland 0.4 -4.1 1.5 1.2 2.2 1.4
UK -0.1 -4.9 1.7 1.5 2.9 2.0

Europe 0.6 -3.9 1.7 1.4 2.4 1.7
China 9.6 8.7 10.1 9.9 10.0 9.0

India 6.7 7.4 8.2 8.4 8.7 8.4
Brazil 5.1 -0.2 7.8 7.1 4.5 4.3

Russia 5.6 -7.9 5.3 5.1 6.1 4.7
BRICs 7.9 5.3 8.9 8.7 8.7 8.0
Advanced 
Economies

0.2 -3.1 2.6 2.7 2.3 2.4

World 2.7 -0.6 4.8 4.7 4.6 4.3
* Consensus Economics August 2010

Source: GS Global ECS Research
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stronger than expected Q2 real GDP release of 2.2%. As 
Dirk Schumacher pointed out recently (see German 
Economic Comment: “Not just exports—GDP details point 
to broad-based recovery”, August 24, 2010), this strength is 
almost comparable to that of China, given that, annualised, 
it is close to 9%—a far cry from the generally dismal 
perceptions of Germany and the rest of Europe. What is 
especially interesting about the latest Ifo is that its 
components offer further evidence that domestic 
consumption may be becoming a more important engine of 
growth. As the chart below shows, the subcomponent for 
retail business is improving sharply. 

It is a pleasant surprise to see many German 
policymakers making positive noises about their 
economy, and notable that both the Economics Ministry 
and Bundesbank have recently suggested that the 
economy has entered a period of self-sustained domestic 
demand growth. Given generally pessimistic observations 
about Europe, if we receive more evidence along these 
lines, this could turn out to be a true positive surprise for 
many financial market participants. 

The US and Its Financial Conditions 
Of course, the US remains the primary concern for 
financial markets, and there is plenty to be concerned 
about here. The breadth of data disappointments in recent 
weeks has been striking. It is difficult to avoid 
concluding that the ending of fiscal stimulus and the 
period of inventory accumulation has left the economy 
struggling to grow, faced with the burden of an excessive 
personal sector and government debt. The sharp rise in 
weekly jobless claims and the slowdown in the 
manufacturing sector are perhaps the most worrisome of 
all the data points (although the industrial production 
release provided one positive surprise this month). In 
order for the US to sustain post-crisis economic strength, 
vitality in exports and private-sector investment is likely 
to be necessary. If this were to persist, then we would not 
expect to see fresh evidence of rising unemployment and 
a weaker purchasing managers’ index. 

And these are not the only weak areas: the recent data on 
the housing market was especially disappointing. These 
developments suggest to us that, as we forecast, the US is 
set for many quarters of below-trend GDP growth, 
persistent unemployment and a strangely new 
disappointing environment for the US. 

Although much of the past 30 years or more has been 
characterised by US-led global growth, primarily as a 
result of the strength of the US consumer, the world has 
to adjust to a new environment, as we have discussed on 
many occasions since the outbreak of the credit crisis. 
This is starting to emerge with the rise of the BRIC (and 
other emerging country) consumer (see below). In this 
regard, investors need to realise that US financial 
conditions are more important for the rest of the world 
than the US economy itself. 

When we look back at 2008/09, and the post-Lehman 
environment in particular, we think it is important to 
distinguish between the US recession and its financial 
conditions. It is probably the case that the world economy 
was unable to insulate itself from the US domestic 
challenges because of the severe tightening of financial 
conditions (illustrated in the chart). 
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But over the past couple of months, as evidence has 
accumulated that the US economy is slowing once again, 
US financial conditions have not tightened. Indeed, as a 
result of the aggressive policies of the Federal Reserve, 
conditions have remained very easy. In order for our 
more positive underlying views of the world to bear fruit, 
it is important that this situation persists. 

So far, while our proprietary global leading indicator, the 
GLI, saw its peak headline back in the Spring, its level 
remains high. Moreover, and symptomatic of the world 
we are facing, despite the significant US disappointments 
in August, the world has seemingly fared better. 

Consumption in the BRIC World 
One of the critical issues in this regard is the current 
situation and future trajectory of consumer spending in 
the developing world. As can be observed from consumer 
data in a number of countries—as well as increasingly 
from the sales and earnings evidence of many 
multinational companies—consumer demand appears to 
be quite robust in many of these countries. Nonetheless, 
most financial market participants and, indeed, many 
Western policymakers, think this is insufficient to offset 

the weakness of the US. We think this is simply wrong, 
assuming our earlier thesis about China is correct. 

From what we can estimate, the current USD value of 
consumption in the BRIC economies is around US$4trn, 
with China accounting for less than half of that, at 
approximately $1.8trn. Sceptical observers are right to 
point out that this is very modest compared with the 
US$10.5trn size of the US consumer. But what is not 
appreciated is the pace of growth of the BRIC consumer. 
According to the weighted average of the USD value of 
their current consumption, these countries are witnessing 
growth of around US$600bn in additional purchases. 
Maintained at the current rate of approximately 15%, this 
would accelerate to more than US$1trn per year by the 
middle of the decade, reaching a level of BRIC 
consumption that would compare with that of the US by 
the end of the decade.  

This issue is key for the outlook for the remainder of 
2010 and beyond. Will the future deliver the inherent 
forecast in the chart above? If so, then current concerns 
about the renewed US-led slowing of the Western world 
will turn out to be have been unwarranted. 

Our Views on Markets 
If we are right about the likely persistence of the BRIC 
consumer and that markets do not appreciate their 
importance, then at some stage a renewed, probably 
powerful, rally in global equity and risky asset markets 
will commence.  

This remains our underlying strategic stance. 

Tactically, we enter September (like many market 
participants) dubious about the direction of the world 
economy over the remainder of the year. Moreover, we 
share many concerns about the US—the fact is that, since 
May, financial markets have been unimpressed by the 
global economic evidence and by much of the policy 
response.  
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In this context, further near-term weakness in the S&P 
500 is conceivable, and a move down to test the year’s 
lows in the 1,020 area would not be a major surprise. If 
this were to occur, given the tendency of correlation 
patterns, many (although not all) equity markets are 
likely to struggle. Among those that have the capacity to 
show independent strength are China and some of the so-
called N-11 markets, not least as some (such as Indonesia 
and Turkey) have risen to new highs despite 
disappointing data in the US and weakness elsewhere 
over the Summer. Indeed, five of the N-11 markets are 
showing double-digit gains for the year to date. Of the 10 
with active markets (Iran is the exception), only two are 
actually down. 

Over the longer term, given our structural views of the 
world and given modest valuations, it is difficult to 
believe that we have entered a fresh sustained bear 
market, as our equity strategists around the world point 
out (see, for example, Portfolio Strategy: GOAL: Global 
Opportunity Asset Locator, July 16, 2010).  

Bond and foreign exchange markets will continue to take 
their cue from evidence of growth—or the lack of it—and 
even more so from the equity market’s interpretation of 
the same data, as well as perceptions of how 
policymakers will react. 

In this regard, within the foreign exchange markets, the 
current level of the Yen perhaps deserves a special final 
word. As discussed in some detail in the Global Markets 
Daily on August 23, the Yen is now more than 2 standard 
deviations away from our GSDEER estimate of ‘fair 
value’, which, as the chart shows, doesn’t persist for too 
long. At some point, shorting or underweighting the Yen 
should become highly rewarding. However, as the piece 
also discussed, perfectly good explanations exist for why 
the Yen is so strong, as frustrating as its strength may 
seem to many of us. Until Japanese policymakers take 
aggressive steps to ease monetary conditions, 
independently of the US, an even further overvaluation of 
the Yen is possible, however temporary it turns out to be. 
The steps announced earlier this week from the Bank of 
Japan were minor and, as can be seen in the chart, not 
enough to turn the Yen’s performance. 

Jim O’Neill 
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Equity Risk and Credit Premiums 

In August, our ECP was 358bp higher than the most 
recent trough in November 2008. 

The US ERP has increased by 100bp since its most recent 
trough in early April, due to the fall in real bond yields. 

1.5

1.9

2.3

2.7

3.1

3.5

3.9

4.3

Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08 Jan-09 Jan-10

% US ERP

US ERP, calculated daily

US ERP 200 Day Moving Average

Source: GS Global ECS Research 

-3

-2

-1

0

1

2

3

4

5

81 83 85 87 89 91 93 95 97 99 01 03 05 07 09

% ECP

1985-1998 
average

2 standard deviations 
band

Credit 
relatively
expensive

Source: GS Global ECS Research 

I, Jim O’Neill, hereby certify that all of the views expressed in this report accurately reflect personal views, which have not been influenced by 
considerations of the firm’s business or client relationships. 
 
Global product; distributing entities 
The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs,and pursuant to certain contractual arrangements, on a global 
basis. Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on macroeconomics, currencies, commodities and portfolio 
strategy. This research is disseminated in Australia by Goldman Sachs & Partners Australia Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by Goldman Sachs &Co. 
regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan 
by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs & Partners New Zealand Limited on behalf of 
Goldman Sachs; in Russia by OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by Goldman Sachs 
&Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and European Union. 
European Union: Goldman Sachs International, authorized and regulated by the Financial Services Authority, has approved this research in connection with its distribution in the European Union 
and United Kingdom; Goldman Sachs & Co. oHG, regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht, may also distribute research in Germany. 
General disclosures 
This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we consider reliable, but we do not represent it is 
accurate or complete, and it should not be relied on as such. We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports 
published on a periodic basis, the large majority of reports are published at irregular intervals as appropriate in the analyst's judgment.  
Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment banking and other business relationships with a 
substantial percentage of the companies covered by our Global Investment Research Division. SIPC: Goldman, Sachs & Co., the United States broker dealer, is a member of SIPC (http://
www.sipc.org).  
Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our proprietary trading desks that reflect opinions that are 
contrary to the opinions expressed in this research. Our asset management area, our proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the 
recommendations or views expressed in this research.  
We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act as principal in, and buy or sell, the securities 
or derivatives, if any, referred to in this research.  
This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal 
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this 
research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income 
from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates could have 
adverse effects on the value or price of, or income derived from, certain investments.  
Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. Investors should review current options 
disclosure documents which are available from Goldman Sachs sales representatives or at http://www.theocc.com/publications/risks/riskchap1.jsp. Transactions cost may be significant in option 
strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation will be supplied upon request.  
All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites.  Not all research content is redistributed to our clients or 
available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our research by third party aggregators.   For all research available on a particular stock, please contact 
your sales representative or go to www.360.gs.com. 
Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 10282.  
No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written consent of The Goldman Sachs Group, Inc.  
© Copyright 2010, The Goldman Sachs Group, Inc. All Rights Reserved. 

Current Estimates for the Equity Risk Premium*

Real GDP 
Growth

Real Earnings 
Growth +

Dividend 
Yield =

Expected Real 
Return -

Real Bond 
Yield =

Implied 
ERP

Expected 
Inflation 

Expected 
Nominal Return

US 3.0 3.0 2.2 5.2 1.0 4.2 2.0 7.2
Japan 1.5 1.5 2.0 3.5 0.5 3.1 0.5 4.0
UK 2.8 2.8 3.5 6.3 -0.9 7.2 2.0 8.3
Europe ex UK 2.3 2.3 3.2 5.4 -0.9 6.3 2.0 7.4
World 2.5 2.5 2.6 5.1 0.2 4.9 1.8 6.9

Source: Datastream; real GDP grow th and expected inflation are GS Economics Research forecasts.
*Calculated as of 1 September 2010 
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The World in a Nutshell 

 OUTLOOK KEY ISSUES 

UNITED STATES We continue to expect real GDP growth to average 
1.5% (annual rate) in 2H2010, but we have scaled 
back our forecast for a reacceleration in US output in 
2011, largely due to the limited political appetite to 
extend fiscal stimulus. We now forecast 2011 annual 
growth of just 1.8%. The labour market should 
remain correspondingly weak, with unemployment 
averaging 9.7% in 2H2010 and 10% in 2011. 

US data has consistently disappointed in recent 
months, supporting our view of a growth slowdown 
due to weak final demand and the winding down of 
the inventory cycle and fiscal stimulus. While the 
FOMC does not appear close to engaging in further 
unconventional easing at this stage, we nonetheless 
expect additional QE by year-end in response to 
weaker growth and inflation data.  

JAPAN We have lowered our real GDP growth forecasts to 
2.7% from 3.3% in 2010 and to 1.3% from 1.4% in 
2011. We expect GDP growth to remain sluggish for 
a number of reasons: we expect a pullback in 
consumption as government subsidies come to an 
end; there are emerging signs that export growth is 
already beginning to decelerate in 2H2010; and 
export growth is expected to slow in 2011 due in part 
to downward revisions to US economic forecasts. 

The Yen’s appreciation has sparked calls for policy 
intervention. The BoJ has not intervened formally in 
currency markets but did take additional easing 
measures after an emergency meeting. Political 
turbulence has re-emerged with the decision by 
Ozawa to challenge Prime Minister Kan for the 
leadership of the ruling DPJ party. An Ozawa win 
would likely imply a more expansionary fiscal 
stance. Polls suggest a tight race. 

EUROPE We expect EU-27 real growth to be 1.7%yoy in 2010 
and 2.4%yoy in 2011. For the Euro-zone, we 
forecast growth of 1.5% in 2010 and 2.2% in 2011. 
Overall, our European outlook remains firmly above 
consensus but there is significant variation in the 
cyclical positions of individual European countries. 
We do not expect the slowdown in US growth to 
affect European growth significantly, given Europe’s 
limited exposure to US exports, although it does 
pose a downside risk to our forecasts. 

Recent macro data out of Europe has been solid, 
showing both a deepening and broadening of the 
recovery. Germany has performed particularly well 
of late, with a strong Q2 GDP print, in which all 
sectors contributed to growth. German domestic 
demand and consumer confidence have also ticked 
up, providing a more sustainable base for the 
recovery. The outlook for the periphery, with the 
exception of Greece, has also improved, despite the 
recent widening in sovereign spreads. 

NON-JAPAN ASIA For Asia ex Japan we forecast 8.9% and 8.4% 
growth in 2010 and 2011. We expect growth in most 
countries across the region to slow in 2011, albeit at 
solid levels. In China, we expect real GDP growth of 
10.1% for 2010 and 10.0% for 2011.  

In China, given the current policy stance and 
external economic conditions, we expect annual 
growth to continue to trend down, resulting in a 
more pro-growth policy stance. However, we expect 
any easing to be targeted—in areas such as 
increased social housing—rather than broad-based. 

LATIN AMERICA Our LatAm growth forecast is 5.8% for 2010 and 
4.7% in 2011. Our view is optimistic across most of 
the region thanks to accommodative monetary policy 
stances, strong domestic demand growth, 
strengthening labour markets, and firming credit 
flows. 

We expect real GDP growth in Brazil to accelerate 
to an above-trend rate of 7.8%yoy in 2010, due 
mainly to expansionary macro policies. We expect 
this to tighten labour market conditions and reduce 
unemployment to record lows, thereby reinforcing 
upside risks to inflation in 2011. 

CENTRAL & EASTERN 
EUROPE, MIDDLE EAST 
AND AFRICA 

CEEMEA activity data has slowed in recent months 
as industrial momentum has tapered and regional 
uncertainty has increased. We have revised down 
some of our forecasts in the region, but most still 
remain above consensus. The economies with 
strong balance sheet structures and easy financial 
conditions are expected to maintain strong growth. 

We expect the recent increase in grain prices due to 
weather-related supply disruptions to result in 
additional inflation pressures, but these are unlikely 
to be strong or persistent enough to prompt major 
policy shifts. We expect monetary policy stances to 
remain highly accommodative across the region 
through the remainder of 2010 and early 2011. 

THE GLOBAL ECONOMY 

CENTRAL BANK POLICIES 

 CURRENT SITUATION EXPECTATION 

UNITED STATES: FOMC The Fed cut the funds rate to a range 
of 0%-0.25% on December 16, 2008. 

We expect the Fed to keep the funds rate 
near 0% through the end of 2011.  

JAPAN: BoJ Monetary 
Policy Board 

The BoJ cut the overnight call rate by 
20bp to 0.1% on December 19, 2008. 

We expect the BoJ to keep the policy rate 
at 0.1% through 2011. 

EUROLAND: ECB 
Governing Council 

The ECB cut rates by 25bp to 1.0% on 
May 7, 2009. 

We expect the ECB to keep the policy rate 
on hold until a 25bp hike in 2011Q2. 

UK: BoE Monetary  
Policy Committee 

The BoE cut rates by 50bp to 0.5% on 
March 5, 2009. 

We expect the BoE to begin hiking in 
2011Q1 and continue to 2.5% by end-2011. 

NEXT MEETINGS 

September 21 
November 3 

September 7 
October 5 

September 2 
October 7 

September 9 
October 7 


